
Request for approval of a new lessee and modifications to the Amended and Restated Lease 
Agreement for Marina del Rey Parcels 100S and 101S to allow for the financing for the 
redevelopment of the parcels and to support the continued economic feasibility of the project.

SUBJECT

February 15, 2011

The Honorable Board of Supervisors
County of Los Angeles
383 Kenneth Hahn Hall of Administration
500 West Temple Street 
Los Angeles, California 90012
 
Dear Supervisors:

APPROVAL OF NEW LESSEE ENTITY AND OF MODIFICATIONS TO AMENDED AND 
RESTATED LEASE AGREEMENT TO FACILITATE FINANCING OF THE 
DEL REY SHORES REDEVELOPMENT PROJECT – MARINA DEL REY  

(PARCELS 100S/101S at 4201 to 4261 Via Marina)
(4th DISTRICT -  4 VOTES)

IT IS RECOMMENDED THAT YOUR BOARD:

1. Find that your Board has previously considered and recertified the Environmental Impact Report 
and adopted the Environmental Findings of Fact, Statement of Overriding Considerations, and 
Mitigation Monitoring Program for the proposed redevelopment project in compliance with the 
California Environmental Quality Act and the writ of mandate by the Los Angeles Superior Court. 

2. Approve Shores, LLC, a newly formed Delaware limited liability company, as the new lessee entity 
that has been designated by Del Rey Shores, a joint venture, and Del Rey Shores North, a joint 
venture, the respective existing lessees of Parcels 100S and 101S, to enter into the Amended and 
Restated Lease Agreement. 

3. Approve the modifications to the form of Amended and Restated Lease Agreement for Parcels 
100S and 101S  (the final form of which is attached hereto as Exhibit A), to be executed and 
delivered concurrent with the consummation of the Federal Housing Administration loan and upon 
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the exercise by Shores, LLC of the option to enter into such lease, in order to incorporate changes 
required by the United States Department of Housing and Urban Development as a condition to its 
approval of the financing for the redevelopment of Parcels 100S and 101S and to support the 
continued economic feasibility of the project.

4. Authorize the Mayor to execute the Amended and Restated Lease Agreement and associated 
documents upon: a) satisfaction by the lessee of all the conditions of the Option Agreement; b) 
presentation by the Director of the Department of Beaches and Harbors; and c) approval as to form 
by County Counsel.

PURPOSE/JUSTIFICATION OF RECOMMENDED ACTION

Background

The County of Los Angeles is the lessor of two separate ground leases, one for Parcel 100S and the 
other for Parcel 101S, both of which were entered into for initial terms of approximately 60 years 
expiring on March 31, 2022.

On December 12, 2006, your Board approved the Option to Amend Lease Agreements for Parcels 
100S and 101S (Option Agreement), pursuant to which the existing lessees were granted an option 
for the consolidation of the leaseholds for Parcels 100S and 101S and the extension of the term for 
the consolidated leasehold for approximately 41 years to July 31, 2063 in exchange for their 
demolition of the existing 201 apartment units and construction of 544 new apartment units (including 
37 moderate income and 17 very low income affordable units).  The Option Agreement included an 
approved form of Amended and Restated Lease Agreement for the consolidated and extended 
leasehold, which was to be executed after satisfaction of various requirements, including evidence 
that the lessee had sufficient project financing.  

As discussed below, the modified form of Amended and Restated Lease Agreement now being 
presented for Board consideration includes modifications requested in connection with financing by 
the United States Department of Housing and Urban Development (HUD) and to support the 
economic feasibility of the project in the context of the HUD financing and the new equity capital 
requirements. 

FHA Loan and Equity Financing

Due to the current state of the financial markets, the lessee sought but was unable to obtain 
financing from traditional sources for a commercial loan.  However, the lessee has been able to 
negotiate financing with HUD through a Federal Housing Administration (FHA) program loan and 
anticipates that a firm commitment for such financing will be approved by HUD’s National Loan 
Committee on or about February 10, 2011.  The FHA loan will be a 40-year fully amortizing $125 
million loan financed with Government National Mortgage Association Mortgage Backed Securities 
and insured by the FHA.  The loan will serve as both construction and permanent financing.

FHA’s strict underwriting criteria reduced the loan amount for which the project was previously 
expected to qualify.  Additionally, federal regulatory requirements (mainly the Davis Bacon Act) 
associated with the loan increase total project costs to approximately $164 million.  As a result, the 
lessee proposes to add an affiliate, Guardian Life Insurance Company of America ("Guardian"), as a 
new equity partner to satisfy most of the increased capital requirement.  To the extent that Guardian 
does not provide the entire capital requirement, the lessee has provided evidence that it is capable 
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of funding the gap. 

Requested Approval of New Lessee

The current lessees of Parcels 100S and 101S are Del Rey Shores and Del Rey Shores North, 
respectively.  Each of these existing lessee entities is a joint venture 50% beneficially owned and/or 
controlled by Kirk Douglas- and Anne Douglas-related entities and 50% beneficially owned and/or 
controlled by Jerry B. Epstein and Pat T. Epstein, as Trustees of the Epstein Family Trust.  

A proposed new lessee entity has been formed, Shores LLC, to hold the consolidated leasehold.  
One 50% member of this limited liability company will be Guardian Shores, LLC, a newly formed 
limited liability company that is 100% owned by Guardian.  Guardian is the fourth largest mutual life 
insurance company in the United States, with assets in excess of $30 billion and ratings of A++ 
(Superior) by A.M. Best,  AA+ (Very Strong) by Standard & Poor's, and Aa2 ( Excellent) by Moody's.  
The other 50% member of the new lessee will be Del Rey Shores, LLC, a newly formed limited 
liability company beneficially owned by the same Douglas- and Epstein-related entities that 
beneficially own the existing lessees.  

Your Board's approval of Shores, LLC as the new lessee is hereby requested.

Modifications to the Form of Amended and Restated Lease Agreement

The Option Agreement provided for the payment by the lessee of a $100,000 option fee and a 
$900,000 extension fee, along with a supplemental extension fee in an amount up to $1.5 million 
based on the performance of the redeveloped project.  In addition to normal minimum and 
percentage rents, the original form of Amended and Restated Lease Agreement provided that if, 
during years 16 through 27 after the completion of the first construction phase, gross receipts 
exceeded a certain threshold amount, the lessee would be required to pay 20% of the excess gross 
receipts (Supplemental Participation Rent).  Additionally, it provided for an $11.05 million rent credit 
in recognition of construction cost increases and the cost of providing affordable housing.  Under the 
original form of Amended and Restated Lease Agreement, the lessee would be required to spend at 
least $132.6 million in total development costs.  

As a condition to its approval of the financing for the project, HUD requires certain modifications to 
the original form of the Amended and Restated Lease Agreement.  The proposed lessee has also 
requested certain additional modifications to address equity partner requirements.  In its analysis of 
the requested modifications, staff has considered the impact to the County of the project failing to 
proceed versus the impact (or risk of impact) to the County of the requested modifications.  In 
connection with that analysis, staff has negotiated the requested modifications with a view towards: 
(a) satisfaction of the HUD requirements necessary for approval of the FHA loan; (b) qualification of 
the FHA loan at an amount sufficient to maintain the economic feasibility of the project; and (c) 
preservation of the County’s long-term economic benefit under the previously negotiated lease 
agreement to the maximum extent feasible.  

The principal economic structural change to the modified form of the Amended and Restated Lease 
Agreement is in response to the FHA’s loan requirement that certain future lease payments to the 
County in excess of the minimum rent and initial percentage rent rates be subordinated to debt 
service payments under the loan and ongoing project costs (as defined in the FHA loan documents).  
The future payments that are subordinated consist of (a) any increase in percentage rent rates that 
may occur in connection with the fair market rental adjustments in the 30th and 40th years after 
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project completion; (b) any additional lease extension fee; (c) any Supplemental Participation Rent; 
and (d) any amount by which the County-required capital improvement and renovation reserves 
exceed the reserves required to be maintained under the FHA loan.  The subordinated amounts are 
payable only from surplus cash (generally, project revenues in excess of FHA loan debt service and 
current project expenses).  If there is not sufficient surplus cash to pay subordinated amounts on a 
current basis, then any unpaid amounts are deferred with interest at the prime rate until paid, 
whether (1) out of future surplus cash from project operations, (2) out of net revenues from an interim 
leasehold transfer or refinancing that does not result in full repayment of the FHA loan, or (3) on full 
repayment of the FHA loan.  The subordination arrangement continues while the FHA loan remains 
in effect (the FHA loan matures 40 years from the commencement of amortization, expected to begin 
24 months after the start of construction).  During the FHA loan term, no distributions are permitted 
to the proposed lessee if any amounts owed to the County are unpaid.

In addition, the proposed lessee and County staff have negotiated additional economic modifications, 
including waiver by County of the $900,000 extension fee and delay in the payment of the 
supplemental extension fee (if any) from the first four years after stabilized occupancy until years 10-
20 after stabilized occupancy, with interest accruing on the unpaid amount at the prime rate during 
the interim.  In exchange for the above modifications, the proposed lessee has agreed that (a) the 
minimum rent (adjustable every three years based on project performance) will never be reduced 
regardless of project performance; and (b) at the time of the fair market rental adjustment in year 30, 
the percentage rental rate for apartment rents will be adjusted from 10.5% to not less than 11.5% 
and, at the time of the fair market rent adjustment in year 40, will not be less than (but may exceed) 
11.5%.      

The County’s economic consultant has analyzed the economic impact of the proposed changes and 
has concluded that the recommended modifications to the original form of the Amended and 
Restated Lease Agreement are revenue-neutral for the County.

Staff and legal counsel have negotiated other HUD-required legal modifications, which are contained 
in the modified form of the Amended and Restated Lease Agreement, including the new FHA Lease 
Addendum (attached to the Amended and Restated Lease Agreement).

Additional Process after Board Approval

Upon your Board’s approval of the recommended actions, staff will work with the new lessee to 
finalize all documents, including the lessee’s loan documents from HUD, a Memorandum of Lease, 
and other associated documents necessary to implement the Amended and Restated Lease 
Agreement.  Upon completion and the lessee’s execution of all required documents, and the 
Director’s determination that all conditions to the exercise of the option have been satisfied, the 
Director of the Department of Beaches and Harbors will present the Amended and Restated Lease 
and other related documents, to the Mayor for execution by the County.  Following such execution, it 
is anticipated that the lessee will commence demolition of the existing apartments and other 
improvements by March 2011.

Implementation of Strategic Plan Goals

The recommended actions will allow the proposed lessee to continue its effort towards the proactive 
redevelopment of the parcel, which will help the County achieve fiscal sustainability (Strategic Plan 
Goal No. 1, Strategy No. 1).
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FISCAL IMPACT/FINANCING

In the recommended modification to the Amended and Restated Lease Agreement, no changes 
have been made to the initial market rate percentage rent for all categories.  The extension of the 
lease and redevelopment of the leasehold are expected to produce the fiscal benefit to the County of 
rent increases due to the replacement of 201 apartments that were constructed in the 1960s with 
544 new apartments.  The total rent derived from Parcels 100S and 101S during 2009-10 was 
approximately $399,000. After construction and stabilization in 2014-15, our economic consultant 
has estimated that the total County rent will rise to approximately $1.9 million annually, an increase 
of $1.5 million, but will be offset by the $11.05 million rent credit.  Under the modified form of the 
Amended and Restated Lease Agreement, in which the outstanding $900,000 extension fee will be 
waived and thus not offset against the rent credit, amortization of the rent credit will be extended by 
about six months to the first half of 2018-19.

Although there is no guarantee as to the future performance of the project, based on pro forma 
estimates, it is not currently expected that the subordination to HUD of future rent increases, the 
supplemental extension fee, Supplemental Participation Rent or excess County-required reserves 
will likely result in the proposed lessee’s non-payment of these amounts.  The delay in the payment 
schedule for the Supplemental Participation Rent is also not expected to have any significant 
economic impact on a net present value basis.  In the event of a significant downturn in performance 
during the lease term, the restriction against any decrease in the minimum rent is anticipated to 
provide protection to the County.  The proposed 11.5% floor on percentage rent for apartments after 
year 30 could result in significant value to County if the actual fair market percentage rental rate is 
lower than that.  Based on pro forma estimates, the projected increase in rent from the 30th year that 
will result from an increase in the percentage rent for apartments is at least $11.7 million over the 
remainder of the lease term. 

Costs of the consultants involved in the negotiation and development of the Amended and Restated 
Lease Agreement are being reimbursed by the lessee on an ongoing basis.

FACTS AND PROVISIONS/LEGAL REQUIREMENTS

The terms of the existing leases for Parcels 100S and 101S are currently scheduled to expire 
concurrently on March 31, 2022.  In exchange for a lease term extension for the consolidated 
leasehold to July 31, 2063, the proposed lessee has agreed to raze the existing 201 apartments and 
other existing improvements and to construct 12 new five-story apartment buildings containing a total 
of 544 units (including 37 moderate income and 17 very low income affordable units).  The Amended 
and Restated Lease Agreement will also require the renovation to then-current standards of the 
exterior and common areas of the project on or about 2038. 

Extension of the existing leases is authorized by Government Code Sections 25907 and 25536.  The 
extended lease term is in conformance with the maximum 99-year period authorized by California 
law.

ENVIRONMENTAL DOCUMENTATION

On December 16, 2008, your Board considered and recertified the Environmental Impact Report and 
adopted the Environmental Findings of Fact, Statement of Overriding Considerations, and Mitigation 

The Honorable Board of Supervisors
2/15/2011
Page 5



Monitoring Program for the proposed redevelopment project in compliance with the California 
Environmental Quality Act and the writ of mandate by the Los Angeles Superior Court. The 
recommended actions do not raise any new or different substantive environmental impacts.

IMPACT ON CURRENT SERVICES (OR PROJECTS)

There is no impact on other current services or projects.

CONCLUSION

Please return to the Department of Beaches and Harbors an approved copy of this letter.

Respectfully submitted,

SANTOS H. KREIMANN

Director

SHK:KS:GJ:CM:DG:ks

Enclosures

c: County Counsel
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